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Abstract 
The importance of education in the modern world is increasing as the most serious factor in the formation of a new 
quality of economy and society in common. It’s role is constantly growing along with the growing influence of human capital. 
The article examines the impact of education on the unemployment rate and the amount of income of residents of Latvia in 
the period from 2002 to 2013. Differences in the amount of income and in the existence of job, which are determined by the 
level of education, are analyzed by the authors from the position of human capital as well as from the level of social and 
institutional relations. Methods of frequency, correlation and regression analysis are used in the research. 
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1. Introduction 
Today the new economy is coming as a replacement to the industrial economy - the knowledge 
economy, in which the leading role performs creative, intellectual work, but a simple working force has acquired 
properties of human capital. Moreover, if the knowledge is considered to be a source of collecting of human 
capital, the education - its main method. Given the new requirements, a modern strategic doctrine of progress of 
developed countries is based on the concept of human capital and the knowledge economy: competitiveness of 
the country today is determined not only by the presence of rich natural resources, but primarily by the human 
factor, by the ability to create and develop high technologies, to provide fundamentally new technological level 
of production, to adapt to the rapidly changing information environment, to be competitive in the labour market 
and, as a result, to have higher incomes. 
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The purpose of the article - to establish the degree of influence of education on unemployment and the 
amount of incomes of population of Latvia from 2000 to 2013. Informational base of the research are surveys of 
the University of Latvia, conducted within the project "Reports about national economic development of Latvia" 
for 2002, 2005, 2007, 2009, 2013. 
To achieve the objectives of the research authors use frequency, correlation and regression analysis. 
 
2. Methodology  
The influence of education on household income is explained by the theory of human capital, by the 
filter theory and it has a probabilistic nature, evolving under the influence of random factors. 
“One of the forms of capital is education, it is called by human capital because this form becomes part 
of the human, but it is considered to be a capital due to the fact, that it is a source of future satisfaction or future 
earnings, or both together" (Schulz, 1960). In general, the share of educational differences makes about 25% of 
total inequality in earnings (Mincer, 1975). In general, the share of educational differences makes about 25% of 
total inequality in earnings. 
Using the base of supply and demand curves of investment in human capital, G.Bekker (Becker, 1975). 
has formulated a universal model of distribution of personal income. The model proposed by G.Bekker explains 
income inequality not only on labor (in fact - of human capital), but also on the property. Return on investments 
in human is averagely higher than from investments in physical capital. But in the case of human capital, it 
decreases with increasing the volume of investment, whereas in the case of other assets (real estate, securities, 
etc.) it slightly reduces or has no changes. 
Other researchers (Spens, 1974, Arrow, 1973) treat education as a means of selection, a filter, that sorts 
students. Basic provisions of the filter theory can be formulated as follows (Ильина, 2009): education does not 
increase abilities, people initially have different abilities; education is costly, including moral costs; the costs of 
education and abilities are inversely related; costs for selection of employees and defining their real productivity 
are quite high for employers. 
Since it is assumed, that the more gifted people achieve averagely higher levels of education, therefore, 
in the process of learning it is organized by the sorting of students according to their level of abilities. Another 
researcher - J. Psaharopulos (Psacharopoulos, 1973) - believes, that if certificates of education has been used as a 
filter, then persons with a complete education would have higher rates of return, than those with incomplete 
education, but in reality, these differences are very minor. If the filter theory is correct, then the impact of 
education on earnings should decrease with age, because usually entrepreneurs learn in practice the ability of 
workers and as a result wages may differ in accordance with real performance of employees, and not be random, 
evaluating only level of education. 
But this prediction is not confirmed: the gap in earnings among people with different education, but with 
similar abilities, isn’t declining, but, on the contrary, increasing with the duration of their work experience. Using 
the filter theory it is possible to conclude, that the costs of finding capable workers among those with low 
qualification are so large, that they exceed the difference in pay of more or less trained working force. That’s why 
firms do not organize their own services for checking abilities, but use as a substitute the information about 
education of employees. 
K.Jenks believes, that the process of determination of earnings is probabilistic in nature and develops 
under the influence of random factors. This view is reflected in his book (Дженкс, 1997), where the statistical 
data shows, that the correlation between education and earnings is found only for the common group values and 
in the analysis of individual data this relationship virtually disappears. He has concluded, that earnings depend 
mainly on purely random factors - "luck", "luck" person. 
Institutional model focuses on the analysis of the structure of the working force. Level of employment, 
unemployment, wages are explained by the features of specific market segments. Main factors of the 
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segmentation are: educational and occupational differences, gender differences (Dex, 1988), ethnic and religious 
differences, as well as age differences. 
 Job Competition Theory (Thurow, Lester,  1968) suggests, that choosing candidate for the job, the 
employer gives preference to those, whom he less likely to spend money on; in this case, the employer chooses 
the most experienced and educated candidate, no matter what skill level is actually required for the job, and pays 
the salary, corresponding to the complexity of the work, but not taking into account the real level of qualification 
of hired employee; as a result in the labor market can be created a disparity between the level of employment of 
high and low-skilled workers, as any employer, even for low-level jobs will select the most qualified candidates, 
and skilled workers in a situation of unemployment will accept jobs actually require less than their real 
qualifications.  
“For example, if the system receives more college graduates than it needs, as it actually happened, these 
new workers are forced to choose jobs, that were considered the best, the highly paid for high school graduates. 
The observed distribution of wages for college graduates expands (becomes more uneven), and the observed 
level of qualification in the field, where usually used to work school graduates, increases - because from now 
graduate from college works at the position, where earlier used to work school graduate. As soon as high school 
graduates are displaced from their top jobs - down in the distribution of jobs - their average salary is reducing” - 
writes Lester C. Thurow. 
The Dual theory of labor market (Piore, 1969; Doeringer, 1967; Bluestone 1970;, Harrision, 1972). 
P.Doeringer and M.Piore introduced the concept of a dual labor market, highlighting its "primary" and 
"secondary" segments and describing them as follows: “Jobs in the primary market have at least several of the 
following characteristics: high wages, good working conditions, stable employment, the possibility for 
promotion, observance of justice and due process in the establishment of labor regulations. Jobs in the secondary 
market tend to bring low wages and other related benefits, poor working conditions, high staff turnover, poor 
chances of promotion, and very often - willful and changeable attitude of the authorities. The observed 
differences between employed in the two sectors are largely parallel to the differences between jobs: for the 
employed in the secondary sector, compared with the ones in the primary sector, the increased turnover, frequent 
tardiness and absenteeism, insubordination of administration and petty thefts are common” (Doeringer, Piore, 
1971) 
 
 
 
Fig. 1. J. Atkinson (Atkinson, 1984), presented one of the basic models of “flexible firm”. 
Note: 1 - the core, 2 - the first and second peripheral groups, 3 - external periphery. 
The core concentrates on the permanent workers, employed full-time and full week. Inside it occurs only 
functional adaptation: dismissals and discrimination aren’t concern to these groups. According to J.Atkinson, 
core is focusing on primary labor market groups.  
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The second (middle) circle is divided into two segments, one of which has the first peripheral group, 
which also has a permanent workers, fully employed workers, but, unlike those got in the core, subjected to the 
numeral adaptation. Because of  negative market fluctuations they could be fired and then recruited again. They 
probably present a secondary labor market group. In the other segment of the second round, we can see a second 
peripheral group, that includes other relatively badly equipped groups, manely working on short-term contracts, 
employed part-time work, studying because of state’s finansial help - apprentices, trainees, sharing jobs with 
someone else (job sharing).  
In the third round - the external periphery. It is formed by a group of workers, most of whom are not 
listed in the list of employees of the firm and usually they are employed as an external additional working force. 
These include: working under subcontract; temporary workers, hired through employment agencies; independent 
workers; outsourced (outsourcing). 
Thus, most of the theories, examined by the authors: theory of human capital, job competition theory, 
dual theory of labor market put forward theoretical assumptions about dependence of status in the labor market 
and incomes of population by level of education. 
 
3.Results 
 
Latvia is a small European country with a population of about 2 million people. According to Eurostat, 
on May 15th 2014 in Latvia the proportion of pupils in primary and lower secondary education (ISCED 1-2) - as 
% of total population at regional level, between 2002 and 2012 has decreased from 12,4% to 8,3%, the proportion 
of pupils in 3rd level of education (ISCED level 3) has increased from 17,9% to 18,7% in the general population, 
the proportion of pupils in 4th level of education (ISCED level 4) has decreased from 1,3% to 0,6% in the general 
population, the proportion of pupils in 5th- 6th level of education (ISCED level 5-6) has increased from 19,7% to 
22,7% in the general population. At the same time, the number of unemployed with higher education has 
increased, while the number of unemployed with less than secondary education – has decreased (see Table 1). 
 
Table 1. Unemployed in Latvia by level of education (in thousands) 
 
Education level 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Higher education 12,1 10,8 11,8 11,4 10,2 9,7 12,0 22,9 31,5 21,5 20,6 19,8 
Professional education or professional 
secondary education 49,8 44,7 46,2 39,2 23,6 21,5 30,0 66,1 72,2 57,7 55,8 39,2 
General secondary education 39,6 39,6 40,9 32,4 19,6 18,7 24,0 61,0 63,3 53,8 50,6 37,0 
Primary education or less than primary 
education 34,8 31,6 29,4 25,5 24,6 17,7 22,5 42,8 38,7 33,6 28,0 24,3 
 
At the same time, the employment increases amongst those with higher education, and decreases 
amongst those with less than higher education (see Table 2): 
 
Table 2. Employed in Latvia by level of education (in thousands) 
 
Education level 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Higher education 206,9 194,9 218,3 224,3 238,4 251,2 282,3 268,1 264,2 280,4 299,7 314,6 
Professional education or 
professional secondary education 378,6 393,4 373,5 367,5 384,3 377,5 372,3 323,3 304,5 303,8 297,8 296,7 
General secondary education 231,0 238,6 243,7 249,2 263,7 277,8 269,4 221,8 202,7 195,7 200,8 209,6 
Primary education or less than 
primary education 139,0 135,2 128,3 131,3 144,0 148,9 130,8 95,0 79,0 81,4 77,2 72,6 
  
Perhaps, the above data can be explained by the decrease of the proportion of population in the total 
population, as well as an increase of labor migration of population with secondary education and lower level of 
education. Population with higher education is more competitive in the labor market, so there is some 
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displacement of workers with lower level of education, at the same time, the share of the population with higher 
education in the total population is growing. 
To prove the hypothesis defined by the authors it is convenient to use initial monitoring data for 2002, 
2005, 2007, 2009, 2013, conducted by the University of Latvia in the framework of the “Reports about national 
economic development of Latvia”. Surveys were conducted by a multi-stage stratified sampling, social-
demographic characteristics in groups of respondents after evaluation of samples are close to those of the total 
population (total difference is less than 3%). The maximum error of each sample is 3% (Ap = 0.03), the accuracy 
rate is 95% (tα = 1,96). 
 
Table 3. Results of the crosstabulation of questions about status on the labor market and level of education (%) 
 
 
2002 Employed Unemployed 
Education is below secondary 13,2% 33,6% 
Secondary education 55,6% 52,2% 
Higher education 31,2% 14,2% 
 100% 100% 
2005   
Education is below secondary 10,1% 29,5% 
Secondary education 54,6% 54,6% 
Higher education 35,3% 15,9% 
 
100% 100% 
2007   
Education is below secondary 10,4% 32% 
Secondary education 57,9% 54,2% 
Higher education 31,7% 13,8% 
 
100% 100% 
2009   
Education is below secondary 12% 36,1% 
Secondary education 62,9% 53,1% 
Higher education 25,1% 10,8% 
 100% 100% 
2013   
Education is below secondary 12,4% 24,6% 
Secondary education 48,9% 50,6% 
Higher education 38,7% 24,8% 
 100% 100% 
 
 
 The authors have established a dependence between status in the labor market and level of education of the 
citizens of Latvia in 2002, 2005, 2007, 2009, 2013: at the data samples of 2002 Chi-Square=76,96, df=2, 
Asymp.sig 2-sided=0,000, at the data samples of 2005 Chi-Square=81,58, df=2, Asymp.sig 2-sided=0,000, at the 
data samples of 2007 Chi-Square=87,84, df=2, Asymp.sig 2-sided=0,000, at the data samples of 2009 Chi-
Square=100, df=2, Asymp.sig 2-sided=0,000, at the data samples of 2013 Chi-Square=35,03, df=2, Asymp.sig 2-
sided=0,000.  
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Calculating the Spearman rank correlation coefficient for the data above, the authors determined, that data 
of 2002 has r=-0,275 (Sig. (2-tailed)=0,000), data of 2005 has r=-0,270 (Sig. (2-tailed)=0,000), data of 2007 has 
r=-0,287 (Sig. (2-tailed)=0,000), data of 2009 has r=-0,297 (Sig. (2-tailed)=0,000), data of 2013 has r=-0,188 
(Sig. (2-tailed)=0,000), i.e. there is a weak linear relationship between level of education of population of Latvia 
and their status in the labor market. 
Thus, the hypothesis about the impact of education on the status in the labor market is confirmed. 
Next, the authors examined income in Latvian lats on one member of the household after tax deductions, 
excluding inflation. Changes in average income of residents of Latvia for 2002, 2005, 2007, 2009, 2013 are 
summarized in Table 4: 
 
Table 4. Household income for 1 person per month in Latvia after tax deductions (in Latvian lats) 
 
 2002 2005 2007 2008 2009 2011 2013 
The average income 74 106 151 213 202 166 219 
Median 60 82 120 175 164 150 200 
Consumption basket of minimum 
subsistence for 1 person average 
in 1 year 
88,76 105,48 132,89 160,32 168,17 166,43 252,84 
The average income in percentage 
(%) from consumption basket of 
minimum subsistence 
83 100 114 133 120 100 87 
The proportion of families with 
incomes lower than consumption 
basket of minimum subsistence, 
% 
76 65 56 47 54 62 74 
 
The tendency of increasing average arithmetic and median incomes of population has been established, 
as well as some reduction in average income in the crisis years. In 2013 the level of income has increased, so the 
reduction of income in 2009 - 2011 can be considered as a temporary fluctuation. 
There is also the tendency to reduce the proportion of families living below the fixed level of 
subsistence in Latvia in the period from 2002 to 2009. Since 2009 the number of such families began to grow. 
The same trend continues in 2013 as well. A possible reason of such dynamics could be an increase of 
consumption basket per one household member. 
Using the univariate regressional analysis the authors have established the following linear relationship: 
 
Table 5. Linear regression equations (dependent variable - incomes of population in Latvian lats, independent variable - 3 levels of 
education  
(below secondary education, secondary education, higher education) 
 
2002 Income=26,75*education+2,99 
            (sig.=0,000)                      (sig.=0,001) 
2005 Income=31,65*education+39,18 
            (sig.=0,000)                      (sig.=0,000) 
2007 Income=33,99*education+80,49 
            (sig.=0,000)                      (sig.=0,000) 
2009 Income=59,88*education+84,93 
            (sig.=0,000)                      (sig.=0,000) 
2013 Income=70,16*education+66,98 
            (sig.=0,000)                      (sig.=0,000) 
 
Thus, in 2002, with an increase in education at one stage, the income increases on average by 26 Latvian 
lats and 75 centimes, in 2005 - the income increases on average by 31 Latvian lats and 65 centimes, in 2007 - the 
income increases on average by 33 Latvian lats and 99 centimes, in 2009 - the income increases on average by 59 
Latvian lats and 88 centimes, in 2013 - the income increases on average by 70 Latvian lats and 16 centimes. The 
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authors conclude, that the influence of education on incomes of population has increased stably from 2002 to 
2013. 
Hypothesis about the influence of education on the status in the labor market and on incomes is confirmed 
empirically. 
3. Conclusions 
Theory of human capital, job competition theory, dual theory of labor market put forward theoretical 
assumptions about dependence of status in the labor market and incomes of population by level of education. 
The connection between education and status in the labor market is confirmed empirically: the 
significance of the chi-square criteria does not exceed 0.05, a weak linear relationship between the above 
variables at a significance level of 0.01 is established, i.e. the higher the education level, the more predominant 
employment status in the labor market of Latvia's population between 2002 and 2013. 
The connection between education and incomes of population is confirmed empirically: coefficients of 
univariate linear regression, where the dependent variable are incomes of population and the independent variable 
- level of education, commonly are significant at the level of 0.01, the influence of education in the research 
period increases - increasing the level of education on one stage, the average incomes of population increases 
from 26 Latvian lats per one household member in 2002 to 70 Latvian lats per one household member in 2013. 
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